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Dabt/Credits

The main instrument cf influence we have on the Polish Government (and
the Saviet Union) involves existing debt and possible future credits.

Tho most tTeaediate dever L2 have i3 on tho voscheduling of Polish deit.
Without rescheduling, Poland is likely to remain in de facto default. If
Poland 1is finally declared in default, whether by a lestern bank or by the US
government, either the Soviets, Poles, or other Eastern Europeans would have
to ante up about $7 billion this year, which would require increasad oil and
gold sales and perhaps increased Soviet borrowing from the West -- all painful
actions -- or they would have to suffer the consequences of formal dafault.
These conscquences would include no normal foreign trade with Poland as long
as it is in arrears and an increase in the risk premium charced to Castern
European borrowars, very likely including the Soviet Union. Moreover, formal
default as well as the final punciuring of the "umbirella theory™ wonld make it
far more difficult for the Eastern European countries to regain access to
credit in the Tonger term.

The main risk of formal Polish dafault for the lest is not that a najor
bank (¢.qg., th2 Dresdner) will bacomz drsovent bul that major bank losses
mignt ripnle through the Euro-ciirrency market caucing difficulties for some
othaer banks. Given the Tact that forwmal default could be declared at any tim2
it is urgent that contingzncy plens be in place for tnis possibility. It is
hard to believe that the central banks can't prevent sericus damage.

The State/Treasury position is that (a) formal default will let
Poland /USSR off the hook of having to make payments and (b) we should maintain
the threat of calling formal default as a deterrent. (The problem of
consistency with this position has been much noted by other particigants in
the debate.) In reality, formal dofeult would be costly and its threat value
depends on our making it likely enough to be credible.

This analysis argues for taking steps that signal to the Poles and
Soviets that wa are moving towards Tormal default and that this is likely
unless certain conditions are mat including the release of prisoncers and the
restoration of Solidarity's rignts.'

Yamal

A11 agencies except State hold that the December 30, 1931 sanctions
should apply not only to exports from the US but also to equipment made by
Foreign subsidiaries of U5 Tivws and by Ticensoes.  Tne isStc o7 naling an
exception for controtled GE components already shipped or for the fulfillment
of existing contracts or letters -of intent has arisen particularly in the cesa
of the UK where the estimated Tosses and layoT™fs are held in he especiclly
painful. This position is rejected by all cof the agencies (but the Vice
President's representative supports it).

The key points here are that the Sovi=ts might in part or in total try to
switch to less satisfactory or unproven Rolls Royce turbines (RB-211s) which
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would, in addition, seem to reaquire switching to a non-US compressor. If
licensing problems could be overcome, th2 Soviets might try to get Alsthom-
Atlantique to build compressors using the GE de2sign, but there would probably
ba a delay of two or more years and there might also be problems in
replicating GE's computeriod controls.

Finally, the Soviets might rearrange their priorities and shift some of
their substantial domestic compressor capacity to Yamal or an alternative line
at the expense of delaying domestic gas availability. Because Yamal will
apparently take only 12% of planned odded coupressor capacity in the 1931-05
time period (3000 MW out of 25,400). this app=ars feasible although with a
loss of efficiency and probably some Jelay. (However, the Soviets might be
able to start gas exports from Urengoy in Siberia befo.,e the cownletion of
Yamal by adding a segment to a new “"dowastic” Tine being built from Ureagoy to
Novopskog. This Tine might bz extended to, and through, Czechoslovakia by
1984-85. _

Although, it appears possible for the Soviets to cowmplete Yamal with some
delay or even to expect gas early via a non-Yamal route, the denial of US
technoloay would nonetholaess he costly to the Soviets. By slipping, sey, tun
of the 56" pipelines, Moscow would delav the availabilitv to the domestic
economy of the eguivalent of about 500,000 barrels of oil/day, abcut 27 of
total energy consumption. Since domestic gas can b2 and probably is largely
intended to replace o0il, this gas delay could deprive the Soviets of around 55
hillion in oil hard-currency savings.

In short, although we cannot be confident thalt our sanctions will delay
Yamal or a substitute for it, there is a good chance that our sanctions will
do one of the follewing: (a) delay the export of gas capable of earning about
$5 billion a year; (b) delay tha expe-t of ol of comparative value 'fich
would be replaced by domestic oil; or (c) delay the availability of gas to the
Soviet economy.

|

Grain sales

Section 1204 of the Agriculture and Food Act of 1981 states thal eny
controls on grain excaept as part of "a suspension or restriction of all" US
exports require compensation to producers through 100% parity or direcct
pavments. About 5 million of the 11 million contracted for by tha Snvieis
were not shipped by the end of Jdanuary. The cost of buying up this grain
would be around the E=ixi¥dion~Lehzel) if it were not part of a complete
embargo. T .

There would be some disruptive cost io the Soviets and they would cad up
paying a bit more but this cost would not be very substantial.

A different approach to grain sales should be considered, the creation of
a grain cartel aimed at the Soviet Union and Eastern Euvope. If the US, the
EC, Canada, Australia, and Argentina were to impose an export tax on sales to
the Soviet Bloc, the offect could be substantial. These four countries of the
EC export 90-95% of the grain traded internationally. Although such a cartel
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would leak and probably eventually break down, a very substantial tax could
probably be exacted from the Soviet Union. After three bad harvests, Moscow
could not afford to do without this grain; it would pay the price in hard
currency; even if it had to sell more gold or curtail other imports. For
instance, a $200 per ton tax would have generaied this vear an additional $7
billion in revenues, assuming 35 million tons of Soviet imports from these
four countries. Such a sum might in part be desingned for Polish relief --
assuming certain political conditions were met.

Fertilizers, Pesticides, Other Chamicals

An embargo on these products would have a large impact on the Soviet
economy and a small one on ours. Combined with an import embarge, this would
sink the twenty year, $20 billion Occidantal deal with the Soviets.

Other Measures

The State paper includes a range of othar possible measures including an
embargo on all industrial products, all ifspocts from the Soviet Union,
revolving licenses of hign technology itoms (including International Harvester
combine technnlogy), plus Tots of cats and dogs. There is marit in some of
thesa (e.g., stopping the IH deal) hut tha trouble with the lergely symbolic
measures is that they are a substitute for truly effective action ot the type
discussed earlier.
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